
Z n t ~ r n a l  Revenue Serv i ce  
D i s t ~ i c t  D i r ~ c t o r  

* * * * * * * * * * ******* * * * *  
*** ************ ****** 
************* **** ******

I I ' 1 .  

Department o f  rhe  Treasury 

Person t o 1  L g n t a c t :  
* * * * * * * * * *****  
********* *******  one Number: 
******* * * * * * * * * * * * 
Refer Reply =G: 
**** * * * * * *  

Dear Appl -i cant  : 

We have considered your a p p l i c a t i o r r  f o r  r e c o g r r i t i o n  of exemption 
under s e c t i o n  5 @ ' 1 ( , : ) ( 7 )  of thd~ I n t e r n a l  Revenue Coda. 

-. 
i ne  ev idence presented d i s c l o s e d  tha t .  your were incorporatr:>.d an 
************ **** * * * * *   under r h s  non -p ro f - i t  corporaq:iorl law i n  t h e  
S r a t e  o f  *****************  . 
The  purposes f o r  which t h o  o r g a n i z n t i o n  was f o r x e d  are as 
fo71ows: 

"To y o m o t s  safe and s a f e  and sane d r i v i n g ,  w h i l e  a l s o  o f f e r i n g  
che f a c i l i t i e s ,  equipmenr and t r a i n i n g  i n  auromobi le  r e p a i r s  and 
m a d i f i c a r i o n s  f o r  those people having a  d e s i r e  f o r  o r i g i n a l i t y ,  
i nven t i veness  and i n g e n u i t y ,  which i s  i n h e r e n t  i n  so many 
4mer3cans. It s h a l l  s t r e s s  t h e  impor tance o f  exper imentat* ion 
w h i l e  a l s o  i n s t i l l i n g  t h e  d e s i r e  t o  i m p r o v i s e  and and improve; 
anti i t  s h a l l  o f f e r  t h e  o p p o r t u n i t y  f a r  companionship and 
p a r - t i c i p a r i o n  i n  a c t i v i t i e s  o f  . i n te res t  t o  a1 1 i t s  members. " 

Th.? c u r r e n t  a c t i v i t i e s  o f  t h e  o rgan iza t i o r l  a r e  ( 4 )  t o  p r o v i d e  
members a workspace, equipment, and r r a i n i n g  i n  auromobi le  
r e p a i r  end m o d i f i c a r i o n  as w e l l  as s a f e  and sane d r i v i n g  and ( 2 )  
t o  h o l d  an annual au tomobi le  show w i t h  a p o r t i o n  donated t o  
l o c a l  chss- i r ies .  The income o f  t h e  o r g a n i z a t i o n  i s  f r o m  
membership dues, au tomob i l e  shows and inves tment .  These 
expenses a r e  r e l a t e d  t o  t h e  o r g a n i z a t i o n ' s  a c t i v i t i e s .  

Seccion 5 0 1 ( ~ ) ( 7 )  o f  t h e  Code prov ides  exemption t o  c l u b s  
organized f o r  p leasure ,  r e c r e a t i o n ,  and o t h ~ r  n o n p r o f i t a b l e  
purposes, s u b s t a ~ t i a l l y  a l l  o f  t h e  activities o f  which are for 
such purposes and no p a r t  of t h e  n e t  ea rn ings  of whic:h i n u r e s  t o  
t.he b e n e f i t  o f  any p r i v a t e  shareho lder .  In genepa I ,  t h i s  
exemption extends t o  s o c i a l  and, r e c r e a t i o n  c l u b s  which a r e  
suppor ted  s o l e l y  by membership fees ,  dues, and assessments. 
However, a c l u b  o the rw ise  e n t i t l e d  t o  exempt.ion w a i l l  n o t  be 
d i s q u a l i f i e d  because i t  r a i s e s  revenue from members th rough  t h e  
use o i  c l u b  f a c i l i t i e s  o r  i n  connect ion  w i t h  c l u b  a c t i v i t i e s .  



111 ~ :~c l c j i t . i c i . ~ ,  i ' u b l i c  l . . ? ~  !ill-5GEl def-l;~i.s r , r o s s  r .1c!~;-2- ; ,~: :s  ac: thlo.slo 
- . ,  . - 

r3k?ccai ptr ;  f ~ . ~ o i l ~  t - t ~ l - m k ~ ! . l ! l  i \ l . l~ i  us t r ay  act- ' \+ i : : i 'es o f  a c I U ~  :;I(: ! -IG < n q  
ch ,dryes ,  a c l r m < s ~ i o n s ,  r~~er i ; .b r~r *~ ;h i  p f e e s ,  dues, H S S ~ : ~ I : ~ ~ ~ : . I C C ~ ,  
i n ves tmen t  income, al-id n o r r n a l  r e c u i  n - i r , g  c a p i t a l  q c i i n . s  on 
i i i v e s t r n e n t ~ ~ ,  I ~ U T  e ~ : c ~ t i r l - n g  - ; n i t i t l t f  or, f ees  orlcl c s ~ p i  ca'i 
c s n t r . i ' h u t  5unr;. ;'LIL~.II: L t ~ w  94, - 3 6 8  a l s o  s t a t e 5  t ' ! . l ~ t  . ; I :  i s  
in:<elndecl ti-ray s o c - i a l  c l u l ~ s  should he p e r r n . i ~ c e d  ti. t - a . - e j . / e  ; ip t o  
..,.) 3 t- p e r c ; e n t  of t h e i  rn U r c l s s  , ~ e c e i  p.t5 , i ncluc l ing inver;rn:ent . i r . lncrnrEb,  

f..orti sourc:r-,s o u t s . i < i i :  o f  : h e i r  mernbe..-ship wichoul :  l o s i n g  .;;-)sir 
e..:.smp.c s t a t a s .  h;i t i - ~ i r i  th. is 3 5  perlcerltl a n o u n t ,  :rot rrore t , i e : n  15 
pcl-cenl: of !:he :3?oss: - e c ~ i p " ,  s h o u ? t  be del - ivc id f r o m  t5 .e  b s e  nf 
t i i ~ !  so>ci ; t~l  c l ~ b ' s  fe>c.ili '; is!s ,7r S P ~ V ~ C C ~ S  by 1.i10 ge r . , e r a i  pus;?-:-- / ... . - .  
I ; - I LJS  a sot-Tal c 1 u . b  ?nay ~ ? r t c e i v c  i n v e s t m e n t  .ihcome v p  r c  1-he F ~ , 1 1  - - - L 

L; :. pel-cpnt amount i ) f  gross rece- ;  p t s  . I I a c l u b  i1ece<.ve$: urb~i.::ua- 
Trnaunts o f  'nccrne, s-ucFi 2 s  from1 ;he s a l e  of i t s  c7ubhot rse  or  
s im i7a : r  - C ~ , c f i i t y ,  v h a r  i:-,cone is no:. t o  i r e  - i r \ c l c ~ d ? d  i n  t h e  35 
pei.cent f or.rr..ui a . ,  t h a t  'is, u n u s u a l  ! nceme ;s no;: t o  be il.rc?uded 
i n  r h e  g r o s s  r e c e i p t s  uf  t h e  c l u b .  

R e v e n u e  k u i  i n g  6 6 -  i a 9 ,  i 9 0 6 - 1  C . 8 .  i bG  holds r h a t  a s o c i a ?  c i u b  - 
'! s n o t  exempt f r o m  : ~ d e r a l  income! v a x  as an o r g a r l i z a r S o n  
d e s c r i b e d  i n  s e c t i a n  S O 1  j c ) ( 7 j  of :he Lude where  ii r e g u l a r l y  
dei- ives A sut).cit~~i>?:i a-, p a l - t  3f j ts i n c o ~ n e  f ronl no!:member sour'c:es 
s u c h  as,  . for  enamp? e ,  c1:v-i Szn~ds and .i n r e r e s t  on . investments 
w h i c h  i t  owns.  H o w e v ~ : ~ ,  n c l u b ' s  r i g h t  to ex-7nrptior-x u n d e r .  
s e c t i o n  50': j c j ( 7 ' :  of t h e  5 s . j ~  i s  r,oi af-feececi by  r h e  f a c t  t h a t  
f o r  a r e7a r - i ve ly  :~hor-tt pcr-,;ocl a s i c l b s ~ a n f i a ?  pnr6t  o f  i t s  i'ncom.r? 
i s  dor;vecl i;em inver;rrr\ct.lc o f  t h e  ;~-c:cccds ~f t h e  sa l r e  of i r r :  
ioi-mer c.7u'ohouse p e r l n ' i n ~  -:he dsqu, is ; i t . i a r :  o f  a rreh qolne f o r  the 
c j u b .  

- 
I he cxi-Qaniza:-;08n had exc~edco :  t h e  5 %  f i g c l r e  f a r  nonmember 
.inccme. B e l o w  i s  a .compu;arion 0.F :he norimember income. 

* ** 
Dues * *  ** ** **  * ** * *  



Nonmember Income ***** :1 **% ---------------- ...-.--- 
T o t a l  Income * * * * * * *   

L i k e  t h e  o r g a n i z a t i o n  descr ibed i n  Revsnur? Ru l ing  6 6 - 1 4 9  your 
o r g a n i z a t i o n ' s  income "porn nonmen~ber soul-cas exceeds t h e  
l i m i t a t i o n s  imposed by Pub3ic Law 94-568 .  

Revenue R u l i n g  6 6 - 1 7 9 ,  1966 C .  8 .  139 ( s i t u a r . i o n  4 1 desc r ibes  how 
a  garden c l u b  can q u a l i f y  f a r  exernpzion under s e c t i o n  5 0 1 ( c ) ( 7 )  
of the ' In te rna l  Revenue Code. The a r g a n l z a t i o n  was i n c o r p o r a t e d  
by amateur gardeners co promote %hair common i n t e r e s r  i n  
garden ing .  The a c t i v i t i e s  of t h e  orgnn izac ion  c o n s i s t  o f  f l o w e r  
shows and exh ib , i r s  ro d i s p l a y  nle~nber ' s  ach.ievemenCs i n  home 
garden ing ,  weekly meet-ings d e v o ~ a d  p r i r r s r i 7 y  T O  i n fo r l na l  s o c i a l  
hclrrs d u r i n g  which ma t te rs  / - e l a t e d  t o  g a r d e n i n g  are discussed,  
and i s s u i n g  a p u b l i c a t i o n  c o n t a i n i n g  news about rne~n'ber soeia! 
a c t i v i t i e s  and achievements i n  home gar.de.ning. I s s  C l ~ n d s  a r e  
d e r i v e d  f rom mombssship tiuas, fees and assesmen'is, No p a r t  of 
the n e t  earn ings  o f  t h e  a r g a n i z a r i o n  i n u r e s  t o  the b e n e f i t  o f  
any o f f i c e r  or anumber. 

Revenue Ru3ing 70-52,  1970-.I. C.8. 132 holds t h a t  a f l y i n g  c l ub  
p r o v i d i n g  economjcal f ' ly ing f a c i l i t i e s  f o r  i t s  rrcerrl.*ers but 
hav ing  no organized s o c i a l  and r e c r e a t i o n a l  program does n o t  
q u a l i f y  f o r  exemption under s e c r i o n  501(c)(7) of t h e  Code. 

I n  orde r  f o r  a c l u b  to hieex z h e  requ i rements  f o r  exemption u.nder 
s a c r i a n  5 0 1  ( c ) ( 7 )  of  rhe Coda, rhare  must be an e s t a b l i s h  
membership of * i n d i v i d u a l s ,  pe rscna l  c o n t a c t s ,  and f e l l o w s h i p .  
Comrn,ing'ling aS rnernbers musr p l a y  a r r ~ a t a r i a l  palrc i n  zhe 
a c r i v i z i e s  c f  r h o  o r g a n i z a t i o n .  

Your organization was n o t  far-med solely f o r  pleasure, 
r e c r e a t i o n a l  and o t h e r  n o n - p r o f i r a b l e  purposes. It: was fo.rrnsd 
to o r o v i d e  aconontical f a c i l i r i e s  and tra5ning t o  i t s  rnemb,ers in 
au tomob i l e  r e p a i r s  and m o d i f i c a t i o n s .  

A c c o r d i n g l y ,  t h i s  o r g a n i z a t i o n  i s  s i m i l a r  to t h e  one den ied  
exemption i n  hevenue. Ru1 i n g  70-32 wbcse sole a c t i v i t y  i n v o l v e d  
che ownership,  o p e r a t i o n  arid maintenance o f  t h e  a i r c r a f t  f o r  use 
by  i t s  member's. Therle wee l i t t l e  commingl ing among rnsmbers f o r  
s o c i a l  ar r e c r a a t i o r i a l  purposes. It i s  un l ' ke  t h e  organization 
i n  situstian 4 o f  Revenue Ruling\ -56- '179. I n  t h a t  Revenue R u l i n g  
the  organiza.c ion,  in car ry- ing  o u t  i t s  purposes 'in 'rhe manner 
dzsc r ibed ,  is opsrated e x c l u s - i v e i y  f o r  t h e  pleasure  and 
r e c r e a t i o n  o f  it's mornbors. 

Accord ing l y ,  we conclude t h a t  you do nor meet <he r e q u i r e m ~ n t s  
f o r  exempt s r a t u s  under s e c t i o n  501(c)(7) of t h e  Code and 
propose t o  deny your request  f o r  exemption under t h a t  soction, 

We have a l s o  determined t h a t  you f a i l  t o  q u a l i f y  f o r  exempt 
s t a t u s  under  any o t h e r  subsec t i on  sf IHC 5 0 1  ( c ) .  



You a r e  requir*ea\ t o  f i l e  a eaxab'le peturn Form '1'120 or '106'1 w i t h  
.the D f s t r i c c  Di rec to r  of Inzernal Revenue Serv ice .  P l e a s e  send 
the  r e t u r n  to the Internal  R~evtznl~e Service, P.O. Box '1680, 
General Po% Of f  ice,  brook1 y n ,  N Y  I1  202. 

Xi' you do nor agree w i t h  t h . i s  d e r ~ r m i n a r i o n ,  you may request a 
Conference w j t h  t h e  Pegiona'l D i r e c t o r  o f  Appeals by p r o t e s t i n g  
i r h  accordance w i t h  the enc losed  ins tr -rrct ions  w i t h i n  3 0  >days. 

Protests submi tt,ed which d o  nor  contain a17 t h e  documenraticm 
stated i n  the 'nsbru~tions w i ' t  1 be re turned for* comple t ion .  

If we d a  not. hear f r o m  you withSn t h a t  t ime,  t h i s  de terminat ion  
w i  1 7  become f i n a l .  

S i * * * * * *  

D4str i c t  D i r e c t o r  

Enclosure: Pub1 icarion 892 


